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GLOSSARY

The following terminologies are defined in the context of Solomon Islands.

Balance of Payments (BoP): records all payments and receipts relating to the movement of funds between a country
and foreign countries.

Bank Liquidity: Total amount of cash held by banks and not used for investment or other transactions.

Capital account: records international transactions relating to the flow of capital between a country and foreign coun-
tries, such as investment, loans etc.

Current account: records international transactions relating to the flow of goods, services, income and gifts. A surplus
indicates higher inflows than outflows and a deficit indicates the opposite.

Domestic credit: value of loans and advances obtained from within the country.

Excess Liquidity: The liquidity that banks possess that is greater than the minimum prescribed by the Central Bank.
Exchange rate: the price of foreign currencies stated in terms of the local currency or the vice versa.

Exports: goods that a country sells abroad.

External reserves: stock of foreign currency assets of the Central Bank. These assets are earned though exports, for-
eign aid and loans obtained from institutions abroad.

Gross Domestic Product (GDP): Total value of all final goods and services produced in an economy during the
course of a year.

Honiara Retail Price Index (HRPI): a consumer price index which shows the price level and changes in price level of
goods and services in Honiara over time. This information forms the basis for calculating inflation in the economy.

Imports: goods that a country buys from abroad.

Liquidity Asset Requirement: Usually defined as a percentage of deposit liabilities of a commercial bank that shall be
hold as cash or as balance with the Central Bank.

Money Supply: the total quantity of money in a country’s economy at a particular time.

Narrow money: notes and coins in the hands of the public plus money held on demand deposits at the Central Bank.
Net Credit to Government: value of borrowings by Government less its deposits at the banks and the Central Bank.
Private sector credit: value of borrowings by private companies and individuals within the country.

Quasi money: Total of time deposits and savings deposits.

Trade balance: the difference between merchandise exports (goods sold overseas) and merchandise imports (goods
purchased from overseas).

Trade surplus/deficit: a trade surplus is when the value of exports is higher than the value of imports, whilst a trade
deficit is when receipts from exports are less than payments for imports.
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1. OVERVIEW AND ANALYSIS

In the third quarter of 2013, the global economy, albeit
remaining weak, witnessed yet another transition
as the advanced economies gradually strengthened
whilst growth in the emerging market economies
continued to slow. Amidst the changing growth
dynamics, the International Monetary Fund (IMF)
projected a further trending down in global growth
at2.9%, down from 3.1% in the previous forecast. The
downward revision reflected weaker-than-expected
expansion in emerging market economies arising
from the combination of slower growth and tighter
financial conditions. Despite the slight weakening in
this region, many of them have benefited from easing
inflation as commodity prices continued to fall.
Global fuel prices are also projected to have modest
declines in 2013".

Advanced economies gradually strengthened in the
third quarter from subdued levels with projected
annualised growth of 1.8% in 2013. The improvement
was supported mainly by growth-reinforcing factors
including subdued inflation pressure and the re-
emergence of the United States as the growth leader
in the advanced economies. The US economy grew
at an annual pace of 2.8% in the third quarter of 2013,
lifted by rising exports, business restocking shelves,
and increased housing construction. Relatively
high investment growth in manufacturing and
infrastructure also contributed to the positive outturn.
However, consumer spending, which accounts for
more than two-thirds of the US economic activity,
grew by only 1.5% during the quarter?.

In the euro area, economic conditions improved a
little, with gross domestic product (GDP) showing
a growth of just 0.1% in the third quarter over the
0.3% growth in the previous quarter. The slight
expansion owed mainly to improvements in both
domestic demand and exports. Business confidence
indicators also showed recovery in the core euro
economies. However, with the exception of Germany,
unemployment rates still remain high in most euro
area economies. Meanwhile, the pace of growthin the
Japanese economy slowed in the September quarter
against the stronger pace in the first half of the year
fuelled by slowdown in household consumption and
export volumes.

Despite accounting for the bulk of global growth,
economic growth in the emerging market economies
is projected to slow down to 4.5% in 2013. The
slower growth has arisen as a result of tighter global
conditions, stabilising or falling commodity prices,

1. Source: IMF/World Economic Outlook, October 2013
2. Source: http:;//www.bbc.co.uk/news/business

less policy support and slowing credit after a period
of rapid financing deepening witnessed within the
region®’. While other Asian economies, including
India observed lower growth trajectories on the back
of weaker demand and lower capital flows, China,
a major trading partner of the Solomon Islands
bounced back in the third quarter reaching a 7.8%
year-on-year growth, compared to 7.5% growth in
the previous quarter. The upturn reflected a firming
of economic activities, in particular a recovery in
industrial growth that started in July and renewed
expansion of investments in infrastructure and
manufacturing. An uptick in consumption and
exports also explained the positive outturn®.

Latest indicators for Australia and New Zealand,
Solomon Islands other major trading partners also
showed some signs of improvement in the third
quarter. In Australia, the Reserve Bank of Australia
increased its growth forecast to 2.5% in 2013. Growth
is anticipated to be supported by improvement in
housing market conditions and in business and
consumer confidence. Strong growth in resource
exports, in particular iron ore, aided by large volume
of mining investment in recent years is also expected
to drive this year’s growth’. In other economic
indicators, trade performance saw the Australian
trade deficit narrow in the month of September whilst
unemployment rate fell to 5.6% during the month.
Annual inflation rate also slowed to 2.2% in the third
quarter from 2.4% in the previous quarter. In New
Zealand, following the latest GDP expansion of 0.2%
in the second quarter, other economic indicators
including employment and trade performance
also indicated improvements in the third quarter.
Employment rose to 64.4% whilst the unemployment
rate fell to 6.2% in the third quarter. The trade deficit
also narrowed in the month of September as a result
of rising exports, boosted by higher milk powder
and pin log sales to China. However, New Zealand’s
inflation rate accelerated to 1.4% in the third quarter,
driven by higher costs of housing and household
utilities®.

Turning to the domestic economy, the Central
Bank of Solomon Islands (CBSI) production index,
a partial indicator for domestic economic activities,
showed a further improvement rising by 11% to 98
points over the previous quarter. The favourable
outturn mainly reflected a significant rebound in fish
catch as well as moderate increases in copra and log

3 Source: IMF World Economic Outlook, October 2013

4. Source, http;//www.nytimes.com/2013

5Source, RBA, Statement on Monetary Policy, November
6 Source, Statistics New Zealand, September 2013
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production. This more than outweighed the decline
in palm oil, cocoa, and gold production during the
quarter. Positive outturns in manufacturing and
foreign investments were also noted. Manufacturing
activities, as indicated by the CBSI manufacturing
index, accelerated by 25% to 281 points whilst foreign
direct investment applications, a partial indicator for
new foreign investments, increased to 58 applications
in the third quarter. Labour market conditions also
improved as shown by total employee contributors
from the Solomon Islands National Provident Fund
(SINPF), rising to 49,005 in the third quarter.

The increase in economic activities also led to some
inflationary pressure with headline inflation rising
to 6.3% from 5.2% in the previous quarter. The rise
in the inflation rate was explained by food, which
accounted for 2.7%, housing and utilities at 1.4%,
transport and communications at 0.9% and the
remaining 1% from recreation and health services,
drinks and tobacco, household operations and
miscellaneous items. In terms of sources of inflation,
both imported and domestic inflation increased this
quarter accelerating to 1.5% and 9.6%, respectively.

On the external front, the trade balance worsened to
a net deficit of $101 million owing to falling exports
and rising imports during the quarter. The decline in
mineral exports, palm oil, and other exports explained
much of the 5% fall in export earnings whilst rising
fuel, food, machineries and basic manufactures had
driven the increase in import payments during the
quarter. The balances in trade in services and primary
income account also registered net deficits of $66
million and $143 million, respectively. The secondary
income account surplus also deteriorated to $178
million from $353 million in the previous quarter.
As a result, the current account balance posted a net
deficit of $131 million against the $44 million surplus
in the previous quarter. The capital and financial
accounts also deteriorated with capital account
surplus sliding to $111 million from $166 million
in the previous quarter. The financial accounts also
posted a net deficit of $89 million from $107 million

surplus in the previous quarter. Consequently,
gross foreign reserves increased by just 1% to $3,783
million at the end of the third quarter compared to
the 3% growth witnessed in the previous quarter.

Growth in monetary aggregates remained positive
withreserve money and narrow money rising by 2% to
$1,836 million and 5% to $2,540 million, respectively.
The modest rise in reserve money was mainly driven
by increases in CBSI net foreign assets, commercial
banks call deposits, and transferable deposits of
other financial corporations (OFCs) held with CBSI
during the quarter. Meanwhile, the increase in
narrow money was attributed to significant inflows
of transferable deposits from OFCs, state and local
government, and other nonfinancial corporations.
As a consequence, broad money (M3) rose by 3%
to $3,266 million during the quarter. Subsequently,
total liquidity increased further by 3% to $1,299
million, pushing free liquidity up to $1,090 million
and excess liquidity to $1,001 million at the end of
the quarter. Domestic market operations such as the
auctioned CBSI Bokolo bills continued to contain the
excess liquidity in the banking system. Nevertheless,
private sector credit, mainly from the other depository
corporations (ODCs), expanded by 2% driven by
increase in credit to individual residents.

The government’s fiscal position recorded a surplus
of $28 million, slightly lower than $31 million surplus
anticipated for the quarter. The continued positive
performance in the quarter echoed trends of higher
government collections rising by 28% relative to the
lower government spending, which fell by 17% over
the previous quarter. However, against the budget,
total revenue underperformed by 11% stemmed from
lower budget collection across all revenue categories.
On government expenditure, the underspending was
mainly driven by fall in development expenditure
and budget support expenses during the quarter.
Meanwhile, outstanding public debt stock slightly
increased by 0.1% to $969 million reflecting the
marginal increase in the external debt that came
about as a result of the depreciation of the Solomon
Dollar.
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2. MONEY AND BANKING

During the third quarter of 2013, total money supply
continued to increase on the back of a rebound in
growth witnessed in narrow money (M1) coupled
with steady growth in reserve money (MO0). Total
liquidity in the banking system also continued to
increase this quarter albeit at a slower rate than the
last quarter.

Further to that, private sector credit (PSC) grew by
2% this quarter continuing the 3% rise in the second
quarter. The growth in credit was mainly driven
by increase in loans together with a small increase
in credit from overdrafts. Meanwhile, the weighted
average interest rate margin fell over the period due
to fall in the weighted average interest rate in lending,
while weighted average interest rate across deposits
remained unchanged at the end of the period.

Reserve Money

Reserve money (MO0) increased slightly by 2% to $1,836
million, following a 3% rise in the previous quarter.
This increase was driven by a rise in commercial
banks’ call deposits held with CBSI combined with
an increase in transferable deposits of other financial
corporations (OFCs) with CBSI at the end of the
period. Commercial banks’ call deposits with Central
Bank increased by 3% to $1,299 million. Currency
in circulation, on the other hand, declined by 2% to
$530 million, following the 2% fall witnessed in the
last quarter.

4 N\
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The growth in reserve money was generated mainly
from the marginal increase in CBSI' net foreign
assets (NFA) of 1% to $3,524 million as net domestic
assets (NDA) remained unchanged this quarter with
liabilities amounting to $1,684 million. The growth
in NFA position was driven by increases in gross
foreign reserves to $3,781 million at the end of the
quarter. Foreign exchange revaluation gains against
the two main currencies namely Australian dollar
and US dollar is the main driver of the increase
during the period.

Narrow Money

M1, which includes currency in circulation outside of
depository corporations and transferable (demand)
deposits held by other depository corporations
(ODCs), grew by 5% to $2,540 million, in contrast to
a 2% fall seen in the previous quarter. Driving the
increase was the growth in transferable deposits,
increasing notably by 8% to $2,066 million. The
sectors that observed large inflows of transferable
deposits were other non-financial corporations
(ONFCs), public non-financial corporations (PNFCs)
and OFCs. ONFCs rose by 7% to $1137 million,
PNFCs up by 4% to $203 million whilst OFCs went
up by 53% to $158 million. Meanwhile, currency in
circulation continued to fall this quarter by 4% to
$474 million, following a 3% decline witnessed in the
previous quarter. In terms of year-on-year growth,
M1 registered a growth of 10% against the same
period last year.

Broad Money

M3, which is the measure of the total money supply
in the banking system, grew by a further 3% to $3,266
million compared to the 1% rise in the previous
quarter. The upturn in M3 was fuelled by growth
in NFA of the banking system and net domestic
credit, rising by $68 million (2%) and $120 million,
respectively. The significant improvement in net
domestic credit stemmed from a decline in the
central government claims, which drove the NDA of
the banking system to move from minus $480 million
in June to minus $440 million in September.

On the liability side, the growth in M3 was also
reflected in the M1 component, rising by 5% to $2540
million during the quarter’. However, growth in
other deposits (savings and time) declined by 2%
to $726 million against the previous quarter. This
reflected a fall in the savings deposits of the OFC,
ONEFC, and other residents (households). OFC
deposits fell by 1%, ONFC down by 14% and other

7. Components of M3 include M1 & M2.
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resident sliding by 2% at the end of September. Year-
on-year, M3 witnessed a growth of 10% against the
same period last year.
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Figure 2.2: Components of M3
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Liquidity

Total liquidity in the banking system, which refers
to the commercial bank’s total deposit held at CBSI,
increased at a slower rate by 3% to $1,299 million at
the end of September 2013, continuing from a 5%
increase in the previous quarter. The increase in
liquidity was driven by the growth in NFA of CBSI,
as reflected in the rise in MO.
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Fig 2.3 Commercial Banks'Liquidity
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During the same period, CBSI continued to monitor
the levels of free liquidity and more importantly,
excess liquidity® in the banking system. Excess
liquidity continued to grow this quarter by 4% to
reach $1,001 million. This was slightly slower than the
5% growth in the preceding quarter (see Figure 2.3).
Growth was attributed to a reduction in government
deposit liabilities, increased net foreign assets, and to
a lesser extent, a reduction in the holdings of Bokolo
bills. This was only partly offset by the net outflow in
‘Other Items Net’ over the quarter.

Despite witnessing quarterly growth in both total
liquidity and excess liquidity, year-on-year growth
actually declined by 10% and 14%, respectively
against the same period last year.

Domestic Market Operations

As CBSI continued with its intention to curb excess
liquidity in the banking system, the sale of the CBSI
Bokolo bills for short-term maturity of 28 days in the
primary market also gained momentum in the third
quarter. This was reflected by the increase in the total
stock floated to $610 million this quarter compared
to $550 million in the last quarter. Meanwhile, the
commercial banks absorbed $525 million worth
of Bokolo bills, a decline of $10 million from the
previous quarter. The weighted average interest rate
increased to 0.55% this quarter from 0.51% in the
previous quarter. Further to that, the stock of Bokolo
bills absorbed by the commercial banks accounted
for 40% of the total liquidity in the banking system at
the end of September quarter.

Government treasury bills floated at the end of
September 2013 amounted to a combined total of
$8 million for the 56 days, 91 days and 182 days
maturities, compared to $9 million in June quarter.
This attracted bids worth $18 million, of which only
$8 million were accepted with the remaining bids
being rejected. Owing to the strong demand for
treasury bills during the period, the interest rates
continued to fall further from the previous quarter.
The weighted average interest yield (WAY) for 56
days, 91 days, and 182 days declined to 0.42%, 0.39%,
and 1.30% respectively from corresponding yield
rates of 0.47%, 0.46%, and 1.47% in June quarter.

Domestic credit

Total net domestic credit of the banking system picked
up notably, rising from $12 million in June to $138
million at end of September. The increase was driven
by the fall in net claims on government together

8. Excess liquidity refers to the amount of liquidity that is
available after accounting for the cash reserve requirements
of 7.5% of total deposits liabilities held with the commercial
banks and the precautionary reserve.
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with an increase in credit to the private sector. The
decline in net government claims stemmed from a
drawdown in government deposits in the banking
system that resulted in net credit to non-financial
public sector falling from $1,386 million to $1,283
million this quarter. In addition, net credit to public
non-financial corporations continued to decline to
$36 million, a fall of 4%, following the 2% fall in the
preceding quarter.

Table 2.1 Distribution of ODCs Credit by Sector
SBD$000 Sep-12 Dec-12 Mar-13 Jun-13 Sep-13

Value % Value % Value % Value % Value %
Personal 358,022 | 30.2 | 374,710 | 30.0 | 403,394 | 29.9 | 416,057 | 304 | 434480 | 30.9
Construction 179,297 | 15.1 189,722 15.2 193,421 143 | 191,773 14.0 184,961 132
Distribution 159,322 | 134 | 165600 | 133 | 172,895 | 128 | 199,812 | 146 | 210,834 | 15.0
Communica- 111,732 94 | 107,372 86 | 144,595 | 10.7 | 158,848 | 11.6 | 148949 | 10.6
tions
Tourism 74,087 6.2 80,149 6.4 82,345 6.1 73,732 54 96,775 6.9
Prof.& 69,117 58 68,783 55 65,974 49 67,865 5.0 70,543 5.0
Other Services
Transport 61,631 52 62,509 5.0 65,374 48 67,806 49 62,157 44
Manufactur- 58,707 49 57,055 4.6 67,000 50 55,500 40 52,501 37
ing
Forestry 47,619 4.0 48,049 38 45,423 34 25,931 19 41,877 3.0
Agriculture 22,716 1.9 27,204 22 27,720 21 32,974 24 39,693 28
Entert & 16,051 14 15,156 12 15,963 12 16,058 12 12,958 0.9
Catering
Bills 14,993 13 6,994 0.6 16,492 12 21,897 1.6 5,797 0.4
Receivables
Mining & 5311 04 5119 04 2,844 0.2 174 0.0 163 0.0
Quarrying
Fisheries 4,168 04 3,818 03 3,835 03 3,670 03 3,319 02
Statutory 2,926 0.2 35,763 29 38,799 29 38,090 28 36,671 2.6
Corporations
Non-Resident 320 0.0 202 0.0 222 0.0 269 0.0 362 0.0
Private 99 0.0 9 0.0 97 0.0 94 0.0 89 0.0
Financial
Institutions
Central 8 0.0 0.0 0.0 1,346 0.0 2 0.0 3,128 02
Government
Provincial 0.0 0.0 433 0.0 392 1 0.0 400 0.0
Assemblies
and Local
Governments
Total 1,186,126 100 | 1,248,737 100 1,348,130 100 | 1,386,272 100 100
ODCs-Includes the commercial banks and Credit Corporation of Solomon Islands

Moreover, private sector credit (PSC) of the banking
system continued to grow but at a slower rate of
2% to $1,420 million compared to the 3% rise in the
previous quarter. Credit from the ODCs accounts
for $1,406 million of the total PSC, an increase of $19
million from the previous quarter. The sectors that
witnessed the largest contributions to the growth
in credit from ODCs from the previous quarter
were tourism from $74 million to $97 million,
personal moving from $416 million to $434 million,
distribution, which picked up from $200 million to
$211 million and agriculture, which increased from
$33 million to $40 million

In terms of the credit components provided by
the ODCs, growth in credit assigned by the ODCs
continued to be driven by increases in issued loans,

which grew by 3%to $1,250 million. An increase in
overdraftcreditby 1% to $143 million also contributed
to the growth in credit. On the other hand, credit
in trade bills and lease financing declined from
$22 million to $6 million and from $8 million to $7
million, respectively.

Interest rates

The weighted average interest rate margin stands at
10.3% this quarter compared to 10.5% in the previous
quarter. This was attributed mainly to falling lending
rates while the weighted average deposit rates
remained unchanged over the period.

The indicative weighted average interest rate for all
deposits offered by the ODCs remained the same at
0.2%. Interest rates offered on demand, savings and
time deposits did not fluctuate much throughout the
review period.
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Furthermore, theindicative weighted average interest
rate on loans and advances continued to decline
marginally from 10.7% to 10.4% by the end of this
quarter, resulting from a slight decrease in the cost of
borrowing allocated to some sectors in the economy.
The sectors that recorded declines in average lending
rates include the Central Government, which moved
notably from 23% to 14.5%, Non-Resident, which
moved further down from 16% to 12%, the forestry
sector dropping from 17% to 11.1%, the mining
sector, which softened from 15% to 13.6% and
distribution sector, which dropped from 11.2% to
9.7% (see Figure 2.4).
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Monetary Policy

The primary objective of the Central Bank as stated
in the 2012 CBSI Act is achieving and maintaining
domestic price stability. Headline inflation increased
from 5.3% in June 2013 to 6.3% in September 2013,
driven mainly by increase in domestic inflation
component. The increase in headline inflation
remained within the Central Bank’s forecasts of 5-7%
in 2013.

In terms of policy instrument, CBSI continued to
maintain the cash reserve requirement at 7.5% of
the commercial banks’ total deposits liabilities over
the period. Likewise, the Central Bank continued to
issue Bokolo bills with the intention of mopping up
excess liquidity in the banking system, as observed
in recent excess liquidity movements, which grew by
a slower rate at the end of this quarter.

CBSI continued to maintain its current exchange rate
policy of pegging the SI dollars to an invoice basket
of currencies within a +1% band around the base rate.
In this quarter, the base rate was revised downwards
by 1% from $7.365 per USD to $7.283 per USD. This
was to allow for a slight appreciation in the SBD.

Despite this, the import cover continued to improve
to reach 11.0 months at the end of September
compared to 10.1 months in June 2013, comfortably
above the IMF benchmark of 3 months of import
cover. The improvement was in light of increased
gross foreign reserves and a decline in imports in the
review period.

CBSI Instrument Status in Q2 Statusin Q3
A manage peg(+1% margin of | A managed peg(+1% margin of
Exchange e the hase rate) remained at | the base rate) was adjusted to
1.3651 against the USD appreciate by 1% to a new hase
rate of 7.2833 against the USD
As of June 2013, $550 million | As of September 2013, $610
Open Market I
Operations stock was floated hy CBSI and | million stod.( Was floated hy CBSI
9535 million was absorbed. | and 9525 million was absorbed
Cash Reserve | Remained at 7.5% Remained at 7.5%
Requirement
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3. GOVERNMENT FINANCE

The Government posted a preliminary surplus of $25
million in the September quarter of 2013 lower than
the $31 million surplus anticipated for the quarter.
The positive outcome came as a result of measures
the Government undertook ti control expenditures
during the quarter.

The outstanding stock of debt available rose
marginally by 0.1% to $969 million this quarter.
This outcome reversed the downward movement
seen since September quarter of 2010 and was due
to the depreciation of SBD against the external debt
currencies portfolios.

Revenue Overview

Total revenue collection for September quarter
waned by 11% against the budget to $821 million.
The below-budget collection was seen across all the
revenue categories. Despite the underperformance
against budget, total revenue was 28% and 34%
higher than June quarter and similar quarter of 2012.
As a consequence, the year-to-September actual
revenue achieved only 57% of the total annual budget
of $3,586 million.

Of the total revenue collected in the quarter, IRD
accounted for 49%, 23% from CED, grants at 18% and
non-tax revenue from other ministries accounted for
the remainder.

Inland Revenue Division (IRD)

IRD collection fell by 6% against the budget to $406
million and was 15% higher than corresponding
quarter of 2012. The reason for the weak performance
against the quarter’s budget was associated with
the profiling issues. Of the revenue categories that
recorded decreases, goods tax and private sector
PAYE recorded the highest. Goods tax fell by 11%
($18 million) to $161 million and private sector PAYE
dropped against budget by 19% ($20 million) to $74
million. Total withholding tax also down by 7%
against budget to $42 million due to lower-budget
collection in nonresidential withholding tax and
dividends. However, company tax and Government
PAYE improved by $0.7 million (1%) and $16 million
(71%) against their respective budget to $69 million
and $39 million.

Comparing against the previous quarter, IRD
collection this quarter was down by 4%. This was
mainly driven by withholding tax which slashed by
almost 50%. Other categories that recorded declines
were goods tax and private sector PAYE that fell
by 4% and 3%. On a positive note, company tax
and government PAYE, strengthened against the
preceding quarter. Government PAYE rose by $20

million and company tax by $11 million respectively.

Customs and Excise Division (CED)

Total revenue collected by CED fell by $11 million
against the budget to $191 million in September
and was 4% below the same quarter a year ago. The
budget shortfall reflected subdued results across all
CED major revenue categories except for export duty
which rose by 5% against the budget to $6 million.
Log duty slipped marginally by 1% to $97 million,
amidst the continuous decline in the international
price for logs. Import duty plunged by 15% to $49
million. Excise duty dampened by 3% to $39 million
due to an unanticipated shortfall from excise duty
on spirit. “Other” CED revenue item declined
marginally to $0.5 million from the $0.6 million pro-
rata budget.

On a quarter on quarter basis, CED revenue
collections waned by 6% ($11 million) after posting
6% growth in the previous quarter. The fall was
driven mainly by import duties which dropped by
16% ($10 million). Other contributors were log duty
that declined by 2% ($2 million) and export duty
which plunged by 21% ($2 million). Excise duty and
“others”, however, went up by $2 million and $0.1
million over the quarter.

Non Tax Revenue (NTR)

Nontax revenue dropped against the pro-rata budget
estimates of $55 million to reach $52 million in the
third quarter of 2013. This was $34 million higher
than second quarter and $23 million above the similar
quarter last year. The below budget collection came
from lower than expected collection from light dues
that dropped by $7 million to $4 million and overseas
fishing license by $3 million to $25 million. On the
other hand, export permit fees rose to $6 million
during the quarter.

Grants

Foreign grants in tune of $171 million were received
in September. Of the total grants, Australia accounted
for $76 million of which $28 million went towards
the Ministry of Education and Human Resources
Development (MEHRD), $43 million for general
support that was administered by the Ministry
of Finance and treasury, $3 million went to the
Ministry of Health and Medical Services (MHMS)
and the remaining $2 million to the Ministry of
Police and National Security (MPNS). New Zealand
accounted for the second largest share at $58 million
and Ministry of Education and Human Resources
Development was the main beneficiary. Grants from
Asian Development Bank accounted for $36 million
and was for the general support. The remaining $2

10
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million came from United Nation Development
Programme (UNDP).

Expenditure Overview

Government spending remained within budget this
quarter following declines in the first two quarters of
2013. The overall spending dwindled by 11% to $793
million from $889 million in the budget, but was 15%
and 34% above previous month and same quarter
last year. The fall reflected measures the government
took during the quarter to maintain the cash flow at
a controllable level. The under budget spending was
observed in the development and budget support
expenses while payroll exceeded budget during the
quarter. However, year-to-September results showed
overall government expenditure accounted for only
52% of the total annual expenditure of $3,914 million.

Of the total expenditure that was incurred during
the third quarter, other charges expenditure jumped
to account for 39%, SIG development expenditure
29%, payroll with 24% and budget support and debt
servicing at the remainder.

Recurrent Spending

Payroll

Payroll rose by 2% against the budget to $187 million
and was 14% higher than same quarter of 2012.
The more than budget performance on wages and
salaries were witnessed in the Ministry of Provincial
Government and Institutional Strengthening
(MPGIS) by $15 million to $20 million, MEHRD
increased by 8% to $77 million, Ministry of Forestry
and Survey (MFS) went up to $6 million from $4
million and Ministry of Public Service (MPS) by
$3 million to $6 million. MPNS and MHMS and
the National Parliament (NP), on the other hand,
registered budget savings during the quarter, in
which, MPNS saved $10 million, MHMS and NP
both save $4 million each.

Compared to the previous quarter, compensation of
employees went up by 15%. The increase in payroll
expenses was due to rise in payment of public
servant’s overtime allowances which increased by
$37 million to $41 million. Followed with public
servant’s housing allowance which rose from $5
million posted in the previous quarter to $37 million.
Spending on employees NPF contribution also rose
to $22 million after posting $10 million in the March
to June quarter. Public Servant wages and salaries,
however, fell by $113 million to $48 million.

Other Charges
Purchase of goods and services, suppressed the
budget by 0.8% to $308 million and 31% above

similar quarter a year ago. = The within expected
spending was reflected in the following ministries
namely; Ministry of Finance and Treasury (MoFT),
MHMS, NP, Ministry of Environment, Conservation
and Meteorology. MoFT weakened by 32% to $16
million, MHMS fell by 10% to $28 million, NP also
dropped to $5 million from $7 million in the budget
and the Ministry of Environment, Conservation
and Meteorology (MECM) was within the budget
spending during the quarter by 34% to $5 million.
MEHRD, Ministry of Culture and Tourism (MCT)
and the Ministry of Rural Development (MRD) was
surge against the budget by 12% to $9 million, $3
million to $6 million and $2 million to $4 million
respectively.

Meanwhile, government spending on goods and
services was 13% higher than the second quarter
of 2013. This was driven by increased spending to
the education sector by $35 million to $79 million.
Spending by Ministry of Home Affairs rose by $11
million to $19 million, on the back of $10 million
spending towards registration of voters for the 2014
national election.

Development Expenditure

Development outlays continued to show a robust
growth during the quarter, rising to $228 million
from $179 million in the previous quarter. Compared
to the budget and corresponding quarter of 2012,
development expenditure dwindled by $26 million
against the budget and $68 million higher than
similar quarter of 2012. The surge in SIG funded
development projects was observed across all the
ministries, with major increases recorded in MEHRD
by $54 million to $55 million for non-residential
buildings and scholarships. Ministry of Infrastructure
Development rose from $11 million to $35 million
due to spending on maintenance of roads, bridges
and wharfs and MPGIS went up to $17 million and
was due to payments of grants to the provinces.

Debt stock and servicing

Following the downward trajectory in public debt
stock since September quarter of 2010, outstanding
public debt increased to $969 million at the end of
this quarter from $968 million posted in the previous
quarter. The marginal increase was reflected in the
external debts which more than offset fall in the
domestic debt stock. This led the debt-to-GDP to
remain broadly flat at 16% compared to the previous
quarter.

11



Quarterly Review September 2013

/

Figure: 3.1 Public Debt Stock
1,600

1,400

1,200
'E 1,000 |
800 |

600 -

Total Debt stock, ($ millions)
Debt to GDP ra+o (%)

400

200

mm Domestic  mm External  — Debt to GDP ratio
Source: CBSI

N

Public External Debt Stock

The outstanding external debt stock at the end of
third quarter of 2013 was $752 million. This posted a
marginal increase of 1% from $743 million recorded
in the previous quarter. The increase in the overall
debt stock was attributed to the depreciation of SBD
against the debt denominated currencies.
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External debt owed to the multilateral creditors
remained the largest component with ADB standing
as the dominant creditor within this category.
Multilateral debt went up by 1.3% over the quarter
to $639 million and bilateral debt up by 0.4% to $113
million during the reviewed period. Decomposing
the external debt by major currencies, special drawing

rights was dominant at 79%, followed by USD with
17%, Euro with a share of 4% and Kuwait at 1%.

By the end of the third quarter of 2013, external
debt repayments made through the Central Bank
of Solomon Islands totaled $10 million, compared
to $20 million in the second quarter of 2013. The
third quarter repayments comprised of $8 million in
principle payments and interest payment of $2 million
and were higher than the scheduled repayments of
$6 million and $1 million respectively.
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Public Domestic Debt Stock

The stock of domestic debt available at the end of third
quarter of 2013 stood at $216 million (4% of GDP),
compared to $225 million at end-June quarter. The
fall in domestic debt stock was due to the $10 million
debt repayment that was made to the domestic
creditors this quarter. However, the repayment was
less than the scheduled debt servicing amount of $11
million.

Tablel.1: Holdings of Domestic Debt (SBD Millions)

2012 2013
Category
Q1 Q2 Q3 Q4 Q1 Q2 Q3

A. Banking System | 181.6 | 1588 | 131.6 | 1273 | 123.0 | 118.6 | 1144
Central Bank of SI | 101.0 91.1 83.9 82.0 80.1 781 | 764
Other Depository Corp. 80.6 67.7 | 47.7 45.3 429 | 40.5 38.0

B. Non-bank Sector
Other Financial Corp. | 136.9 | 1288 | 1181 | 1123 | 1104 | 106.0 | 101.9
Other Holders | 87.2 80.0 | 70.2 67.0 63.7 60.5 | 57.2
49.7 48.8 48.0 454 46.6 456 | 448
TOTAL (A+B) | 3185 | 287.7 | 249.7 | 239.6 | 2334 | 2246 | 216.3

As shown from the table, disaggregating domestic
debt by holders, the CBSI holdings of domestic debt
stood at $76 million (35%) compared to $78 million
(35%) in the previous quarter. Other Depository
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Corporations (ODC) held 18%, Other Financial
Corporation (OFC) at 26%, with “others holders”
holding 21%. Comparative holdings at the end of
second quarter for ODC, OFC and other holders
were 18%, 27% and 20% respectively.

Debt Sustainability Analysis

At the end of third quarter of 2013, the debt-to-GDP
continued to remain flat at 16% compared to the last
quarter. Meanwhile, debt service-to-export of goods
and services and debt services-to- local revenue fell
to 2% and 3% from 3% and 5% respectively in the
previous quarter.
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4. BALANCE OF PAYMENTS

The balance of payments deteriorated in the third
quarter to a net borrowing’ of $21 million in the
‘current and capital accounts’ from the revised
$210 net lendingl in the second quarter. This stark
reversal came about due to the negative slide in the
current account, and the reduction in capital account
surplus. On the contra-side, a parallel outcome saw
the financial account dropped to a net deficit of $89
million from a net surplus of $107 million in the
previous quarter. This was mainly due to a fall in
financial assets amidst a moderate rise in financial
liabilities.

Meanwhile, the gross foreign reserves slightly
increased by 1% during the period to $3,783 million.
This emanated from a surge in revaluation gains that
offset a measured drop in net transaction inflows
over the quarter. Accordingly, the level of reserves
was equivalent to 11.0 months of import cover.

Table 4.1: Balance of Payments Statistics Summary
(SBD Millions)
2013
Q1 Q2 Q3
1. Net Current and Capital
Accounts/*1 (21) 210 21
Current Account
Trade in Goods (net) (152) (32) | (101)
Exports f.0.b. 687 821 784
Imports f.0.b. 840 854 885
Trade in Services (net) (88) (144) (66)
Primary Income (net) (125) (133) | (143)
Secondary Income (net) 227 353 178
Balance on Current Account (139) 44 | (131)
Capital Account
Balance on Capital Account 118 166 111
2. Financial Account
Net Financial Account/*1 47 107 (89)
3. Net errors and omissions (68) 103 (69)
Level of Official Reserves at end of
period 3,649 3,742 | 3,783
Note: *1/ Net lending (+)/Net borrowing (-)
Source: CBSI

Current Account

The current account slid to a deficit of $131 million
from a revised surplus of $44 million in the previous
period. This negative result emanated from the
significant reduction in the secondary income

9. A net borrowing implies a deficit, while a net lending implies
a surplus.

surplus from $353 million to $178 million. The
worsening of the goods and primary income deficits
also contributed to the outcome during the period.
On the other hand, the deficit in the services account
improved to $66 million from $144 million.
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Goods Account

The trade balance worsened in the September quarter
to a deficit of $101 million from a deficit of $32 million
in the second quarter. This was attributed to a 5% fall
in exports to $784 million and a 4% rise in imports to
$885 million.

Exports

The lacklustre export performance during the quarter
was driven by the fall in mineral, palm oil and ‘other
exports’, which more than offset growth in log and
fish exports. Mineral exports receipts dropped by
28% to $146 million on the back of a decrease in gold
production that coupled with a decline in contract
export prices. Other export commodities plunged by
$24 million (65%) to $13 million due to the one-off
shipments of béche-de-mer in the previous quarter.
Palm oil and kernels fell by 11% to $64 million on
the back of lower export consignments during the
period. Processed timber exports also decreased by
29% to $16 million, and copra, depressed by weak
production, went down by 23% to $17 million. Re-
exports, which comprise repatriated machinery
declined by $2 million to $5 million. On the other
hand, log export increased by 7% to $386 million. This
was primarily due to higher export volumes shipped
during the quarter. Fish receipts shot up by $34
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million (49%) to $103 million following favourable
movements in fish catch, exported volumes and
global prices. Cocoa exports, aided by higher output
and positive global prices also jumped to $24 million
from $18 million.

Imports

Imports during the September quarter rose by $32
million to $885 million. This increase was billed on
growth across all the major import components.
Mineral fuels went up by 12% to $264 million amidst
a rise in global oil prices. Food jumped by $17
million (9%) to $208 million on the back of a spike
in imports of frozen chicken and beef products.
Machinery imports rose by 4% to $236 million, and
basic manufactures increased by 3% to $127 million.
Animals and vegetable oil also slightly rose by
$1 million to $4 million. However, miscellaneous
imports slid by $14 million (23%) to $46 million, and
chemical imports dropped 14% to $66 million. Crude
materials also fell to $13 million from $15 million.
Meanwhile, ‘beverage and tobacco’ remained
unchanged at $14 million during the period.

Service Account

The balance on the services account in the September
quarter recorded a deficit of $66 million. This was an
improvement from the deficit of $144 million in the
June quarter. The outcome was hedged on an 11%
increase to $360 million in services credit and a 9%
decrease in services debit to $426 million.

The rise in services credits (receipts) was mainly
attributed to the 19% jump in ‘other business
services’ to $159 million and the 7% increase in travel
receipts to $139 million. Travel receipts improved
on the back of a 17% jump in personal travel inflows
to $95 million that more than offset a 9% drop in
business travel inflows to $44 million. Other services
categories also marginally increased during the
period. Construction inflows went up by $2 million
to $3 million, government services receipts rose to
$6.3 million from $5.6 million, and financial services
inflows grew to $2.1 million from $1.9 million.
However, transport services credit slightly declined
by 1% to $42.6 million. This came on the back of a
fall in sea transport inflows which more than offset
a rise in air transport receipts. Telecommunication
inflows also dropped by $1 million to $5 million and
‘personal, cultural and recreational’ receipts recorded
negligible inflows during the quarter.

Meanwhile, the decline in services debits (payments)
was primariy due to the decrease in government
services payments from $74 million to $24 million.
This emanated from lower government payments to
its overseas missions and for other overseas services.

Telecommunications outflows also decreased by
18% to $22 million and insurance payments slid by
6% to $11 million. On the other hand, other business
services outflows jumped by 9% to $139 million
during the period. Travel payments also increased
by 4% to $117 million on the back of a rise in personal
travel outflows, and transport debits went up by 1%
to $102 million due to a rise in sea transport outflows.
Financial services outflows rose by 22% to $2.4
million and construction payments increased from
$4 million to $5 million.

Primary Income Account

The balance on primary income worsened from
a deficit of $133 million in the second quarter to a
deficit of $143 million in the third quarter. This
outcome emanated from the 4% increase to $179
million in primary income debits (payments) and the
6% decrease in primary income credits (receipts) to
$36 million.

The fall in the primary income credits was primarily
due to the 30% drop in investment income receipts.
Contributing to the decrease in investment income
was the drop in income from direct investments,
reserve assets and portfolio investment. Interest
receipts from reserve assets fell 32% to $10 million on
the back of weak global financial market conditions.
Direct investment income inflows slid by $2 million
to $5 million and portfolio investment income
receipts dropped from $2.5 million to $1.6 million.
On the other hand, other primary income credits,
which represent fishing access fees rose by 37 % to $17
million. Inflows from ‘compensation of employees’
also marginally rose from $2.2 million to $2.4 million
during the quarter.

Meanwhile, the increase in the primary income
debits was billed on the 3% rise in investment income
payments to $164 million, and the 17% increase
in ‘compensation of employees’ outflows to $17
million. Notably, the growth in investment income
came from the 8% rise in direct investment outflows
that comprises of dividend payments and reinvested
earnings of foreign enterprises. This more than offset
the 26% drop to $17 million in other investment
outflows related to lower public and private loan
interest payments.

Secondary Income Account

The surplus in the secondary income account
deteriorated from $353 million in the second quarter
to $178 million in the third quarter. This slow down
came from the drop in secondary income credits
(current transfer receipts) amidst a decline in
secondary income debits (current transfer payments).
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Secondary income credits plunged to $209 million
from $418 million in the previous period. This
was mainly attributed to the decrease in general
government inflows by 54% to $163 million. Grants
dropped after the spike in the June quarter, reflecting
a general fall across all major donor categories. Aid
in cash dived to $35 million from $189 million as
donors either completed or slowed other planned
disbursements for the year. Technical Assistance
grants fell by 19% to $118 million and ‘aid in kind’
dropped to $10 million from $17 million. Transfer
inflows from “deposit-taking corporations and other
sectors” (private sector) also declined by 29% to $46
million. In particular, personal transfers dropped
by 34% to $26 million, and other current transfers,
which comprises inflows to churches and NGOs
went down by 22% to $21 million.

The secondary income debits dropped from $65
million to $31 million during the quarter. This outcome
emanated from the 49% decrease in “deposit-taking
corporations and other sectors’ to $29 million that
mainly comprises outflows of workers” remittances.
Additionally, transfers payments by government
also dropped from $8 million to $2 million reflecting
fewer mandated contributions to international and
regional organisations.

Capital Account

The capital account surplus declined by 33% in the
third quarter to $111 million. This mirrored the trend
in the government budget support related secondary
income account and reflected a steep decline in
donor supported capital projects during the period.
This reflects the inflow of aid funds in the first half
of the year and the completion or final phases of
various projects for airport facilities, road transport
infrastructure, and utility upgrades around the
country.

Financial Account

The balance on the financial account reversed the
net lending (surplus) position of $107 million in the
June quarter to a net borrowing (deficit) position of
$89 million in the September quarter. This outcome
reflects the steep decline in the economic flows of
financial assets out of the country, and the increase
in the flows of financial liabilities into the country
during the period.

Financial assets plummeted to $21 million from $208
million on the back of a substantial drop in the flow
of reserve assets. The huge drop in reserve assets
to minus $25 million reflects a net outflow of funds
and reverses the huge net inflow of $218 million in
the previous quarter. This primarily stemmed from
the significant drop in donor, trade, and central

bank interest income receipts from the reserves. On
the other hand, other investment receipts rose to a
net inflow of $44 million from a net outflow of $11
million, which came on the back of rise in external
assets including trade credits and commercial bank
deposits. Direct investment assets also marginally
rose to $2.9 million from $2.7 million during the
quarter.

Financial liabilities increased by 9% to $111 million
in the September quarter. This was primarily due
to the rise in direct investment liabilities by 5% to
$145 million and reflects a rise in both new foreign
investment inflows and reinvested earnings by
existing foreign enterprises. Other investment
liabilities also marginally improved from a net
outflow position of $37 million to a net outflow of
$36 million. This represents continued repayment of
the principal on external loans that offset the rise in
new debt inflows, trade credit and other liabilities.
Meanwhile, portfolio investment liabilities registered
an inflow of $2 million during the period.

International Investment Position

The International Investment Position (IIP) is a
financial statement of a country’s external stock of
financial assets and liabilities. At the end of the third
quarter, the IIP posted a ‘net borrowing’ balance of
$5,726 million as against $5,637 million in the previous
quarter. This outcome resulted from the relatively
larger increase in financial liabilities compared to the
smaller rise in financial assets during the quarter.

Financial assets increased by $21 million to $4,871
million. This was driven by a 6% increase in the stock
of other investment from $715 million to $759 million,
and the 1% rise in the stock of direct investment
assets to $273 million. On the other hand, the stock of
reserves and portfolio investment assets fell by 1% to
$3,717 million and $121 million, respectively, due to
the net outflow transactions in the financial account
during the quarter.

The stock of financial liabilities rose by 1% to
$10,597 million. This outcome emanated from the
2% growth in direct investment liabilities to $7,297
million during the period. The portfolio investment
liabilities also rose from $8 million to $10 million.
Meanwhile, the stock of other investment liabilities
dipped marginally by 1% to $3,290 million. The
movements in the stock of financial liabilities mirror
the transaction liability flows in the financial account
during the quarter.

Reserves
The gross foreign reserves rose by 1% from $3,742
million to $3,783 million at the end of the third quarter.
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The positive outcome was driven largely by foreign
exchange revaluation gains notably in the month
of September with the depreciation of the Solomon
Islands dollar (SBD) against the Australian and US
dollars; the two main currencies that denominate the
stock of foreign reserve assets. On the other hand, net
reserves transactions declined due to the fall in donor
inflows, trade receipts and interest income on reserve
assets during the quarter. The level of reserves at the
end of the quarter was equivalent to 11.0 months of
imports of goods and services.
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Exchange rate

Nominal bilateral exchange rate developments
during the third quarter saw the Solomon Islands
dollar (SBD) strengthening against the United States
dollar by 0.3% to a quarterly average of $7.27 per USD.
On a month-on-month basis, the SBD appreciated by
0.3% in July to $7.26 per USD and again by 0.3% in
August to $7.24 per USD before it depreciated by
0.9% in September to $7.30 per USD.

Against the Australian dollar (AUD), the SBD went
up by 7.9% to $6.66 per AUD during the quarter.
The SBD also appreciated against the New Zealand
dollar (NZD) by 3.2% to $5.79 per NZD, and 0.5%
against the Japanese Yen (JPY) to $7.35 per 100]JPY.
On the other hand, the SBD depreciated against the
British Pound (GBP) by 0.7% to $11.27 per GBP and
1.1% against the Euro to $9.63 per EUR.

In terms of the effective exchange rates, the trade-
weighted nominal effective exchange rate (NEER)
appreciated by 3.6% against the basket of currencies
during the quarter. Similarly, the inflation-adjusted
real effective exchange rate (REER) appreciated by
4.1%. These outcomes reflected the strengthening of
the nominal SBD bilateral exchange rates against its
two main invoicing currencies, the USD and AUD
during the period. This implies imports become
relatively less expensive and which helps dampen
imported inflationary pressures. However, it may
also mean exports become relatively less competitive
in overseas markets.
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5. DOMESTIC ECONOMY

Domestic economic activities, measured by the
CBSI production index' continued to increase for
the second consecutive quarter, rising by 11% to 99
points from 89 points in the previous quarter (see
Figure 5.1). The increase was attributed, in particular,
to fish catch, which bounced back from the 6%
decline in the previous quarter to grow 130% this
quarter. Improvements in copra and log production
also contributed to the overall increase with copra
rebounding by 14% and log by 10% during the
quarter. These positive outcomes outweighed the
declines in palm oil by 14%, cocoa 15% and gold by
20%. Average international prices for palm oil, fish,
logs, gold and silver all fell during the quarter whilst
copra, cocoa, and palm kernel prices increased.
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Figure 5.1 Production Index
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Logs

Following the last two quarters of declining log
volumes, log output™ in the third quarter rebounded
by 10% to 479,348 cubic meters from 436,935 cubic
meters in the previous quarter. The increase in log
production was due to favourable weather conditions
in the third quarter compared to the first half of the
year. However, total production to September was
8% below the corresponding period a year ago at
1.356 million cubic meters as a consequence of the
weaker performance in the first half of the year.

Log exports by province showed that Western
province still accounted for the largest proportion
with 41%, followed by Isabel province (29%), Makira
(8%), Renbell (7%), Guadalcanal and Choiseul
accounting for 6% each, and Malaita province for the
remaining 3% (see Figure 5.2).

10. Rebased to 2012.

11. Log exports, as a proxy for production.

a N

Figure 5.1 Production Index
140

120

. / S

60 /\/ -
~/

100)

Index (2012

40

20

Mar‘ Jun ‘ Sep ‘ Dec ‘ Mar‘ Jun ‘Sep ‘ Dec ‘ Mar‘ Jun ‘Sep‘ Dec‘Mar‘ Jun ‘Sep‘

2010 ‘ 2011 2012 ‘ 2013 ‘

Source: CBSI

\_ /

Average international log prices'? remained weak for
the eighth consecutive quarter. Prices fell marginally
by 0.2% to USD301 per cubic meter from USD302 per
cubic meter in the second quarter (see Figure 5.3).
The subsequent fall in international log prices was a
result of continued weakening Asian demand as the
bulk of the log exports were destined to China.
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Mineral

Following a significant increase in gold production
in the previous quarter, output for the September
quarter fell by 20% to 14,981 ounces (oz) from
18,717 ounces. The low production was partly due
to continued adverse weather conditions at the mine
12. Sourced from the World Bank.
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site coupled with land issues, which also disrupted
the mining operations during the quarter (see Figure
5.4). However, compared against the corresponding
quarter in 2012, gold production recorded a 2%
growth. In spite of this, accumulated year-to-
September output only recorded 43,604 oz which
was 21% below year-to-September production a year
ago. This was due to an exceptionally low output in
the first quarter of 2013.

Average international price for gold remained
subdued, falling by 6% from USD1,415 per oz a
quarter ago to USD1,329 per oz, the lowest price in
the past three years. This price level was 23% below
the peak price of USD1,718 recorded in the final
quarter of 2012.
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Figure 5.4 Volume and Average Price of Gold

1750

- 1700

- 1650

- 1600

- 1550

- 1500

- 1450

Volume ounces (0z)
US per ounce (oz)

- 1400

1350

1300

1250

r 1200

cartons in the previous quarter. Similarly, fish loin
and fish meal significantly rose by 57% and 29%
respectively over the quarter. The improvements
in cannery output were direct results of increase in
throughput in the cannery operations. The initiative
under the Parties to the Nauru Agreements (PNA)
ensures the adequate supply of fish to cater for the
double shift by the cannery.

Average international fish price declined by 1% to
USD2,069 per ton compared to a 20% price rise in the
previous quarter. Despite the fall, the average price
was still 18% above the lowest price recorded in the
first quarter of 2013.

a N

Figure 5.5 Fish Catch and Average Price
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Similarly, silver production contracted by 18% to Palm Oil

5,670 oz against 6,949 oz in the second quarter. The
international price for silver dipped for the third
quarter in a row, falling by 8% to USD21 per oz from
USD23 per oz in the June quarter.

Fish

Fish catch recorded a significant increase by more
than two times to 8,972 tons against 3,893 tons in
the preceding quarter (see Figure 5.5). Furthermore,
compared against the corresponding quarter a year
ago, fish catch for September quarter was 2% higher.
The surge in fish catch was due to exceptionally high
fish catch in August resulting from good weather
conditions and increase in fishing activities. On the
flipside, the total catch to September performed
below the same period in 2012 by 16% to 17,022 tons
driven by very low catch in the first half of the year.
Meanwhile, canned tuna production witnessed an
increase of 4% to 168,375 cartons compared to 161,498

Harvested fresh palm fruit bunches fell by 13% this
quarter to 33,873 tons from 38,889 tons in the June
quarter. As a result, production of palm oil and all
bi-products declined with crude palm oil (CPO)
output falling by 14% against the previous quarter
to 7,464 tons, kernel oil, and kernel meal declined by
18% to 734 tons and by 16% to 923 tons, respectively
(see Figure 5.6). Compared against the same quarter
a year ago, crude palm oil was 4% lower, kernel
oil contracted by 10% and kernel meal declined by
8%. Year-to-September production witnessed crude
palm oil marginally fell by 1% to 23,721 tons, whilst
kernel oil performed 10% below the same period
in 2012 at 2,331 tons. Meanwhile, kernel meal also
underperformed by 9% to 2,902 tons compared to the
same period in 2012.

The average international price for palm oil continued
to weaken this quarter by 3% to USD827 per ton.
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However, on the upside, palm kernel oil continued
to strengthen since the beginning of the year, rising
by 4% to USD872 per ton, a record high for the past
three quarters. On the domestic front, the average
contracted prices received by the local exporter in
the third quarter witnessed an 8% rebound in crude
palm oil to USD878 per ton. Similarly, palm kernel
oil rose by 26% to USD1,115 per ton in contrast to a
revised USD883 per ton in the previous quarter.

a N

Figure 5.6 Palm Oil production, International and Contract Prices
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Copra

Copra production improved in the third quarter,
increasing by 14% to 3,386 tons compared to the all-
time low of 2,971 tons registered in the June quarter
(see Figure 5.7). In spite of the uptick, total production
to September only reached 9,672 tons, a shortfall of
more than half in contrast to 23,364 tons produced
in the same period a year ago. Since copra is highly
sensitive to price, the unfavourable price movement
in this commodity has affected the output in copra to
remain subdued. On the other hand, the downstream
processing of copra into coconut oil has been gaining
momentum as prices were comparatively higher
than copra; therefore, copra production is unlikely to
revert back to its previous peak levels (see Figure 5.7)

Guadalcanal province still accounts for the largest
share of production with 1,176 tons (35%), a
significant improvement from 887 tons produced
in the previous quarter. Central province now
accounted for the second largest share of 887 tons
(26%) in this quarter, followed by Western province
with 446 tons (13%), Malaita province with 322 tons
(10%), Choiseul province with 303 tons (9%), whilst
the other provinces accounted for the remainder.

a N

Figure 5.7 Copra Production, International Prices for Copra and Coconut Oil
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The average international price for copra rose by
8% to USD603 per ton from USD560 per ton in the
previous quarter. However, this price was still at
very low levels. Similarly, average contract price
received by local exporters slightly improved by
2% to USD412 per ton after bottoming out at $404
per ton in the second quarter. The average domestic
price received by local farmers also followed similar
path, improved for the third consecutive quarter by
23% from $2.08 per kilogram to $2.56 per kilogram.

Cocoa

Following a surge in output to 1,681 tons in the
previous quarter, cocoa production dropped this
quarter by 15% to 1,436 tons. Despite this, output
was 59% above same quarter a year ago resulting in a
10% growth in the year-to-September output to 3,868
tons.

Production by provinces showed Guadalcanal
province still maintained the largest share accounting
for 627 tons (46%), followed by Makira with 347 tons
(25%), Malaita province with 327 tons (24%), whilst
the rest of the provinces accounted for the remaining
5% of total production.

The average international price of cocoa continued to
improve reverting to the same price levels seen in the
beginning of 2012. This quarter saw that the average
international price rising by 7% to USD2,470 per
ton compared to USD2,307 per ton in the previous
quarter. Similarly, contract export prices received by
local exporters increased by 4% to GBP1,330 per ton
from GBP1,277 per ton posted in the second quarter.
As a result, domestic prices paid to local farmers
increased by 6% to $11.98 per kilogram from $11.33
per kilogram in the June Quarter.
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Employment

Employmentindicators forlabour marketconditions"
further improved for the second consecutive quarter.
The total contributors (active and slow active)
slightly rose by 1% to 49,005 from 48,346 in the
previous quarter. Of the average total contributors,
active contributors increased by 25% to 41,892 from
33,536. This resulted in the number of ‘slow active’
contributors sliding by 52% over the quarter to 7,114
contributors against 14,810 in the second quarter of
2013. Year-on-year comparisons also reflected a 5%
growth in employment in the third quarter.

Meanwhile, the CBSI job vacancy advertisement
survey showed a decline in the number of advertised
jobs by 23% to 379 vacancies from 491 vacancies in
the preceding quarter. In terms of vacancy by sector,
the public administration category dominated with
98 vacancies (26%), followed by private households
with 48 vacancies (13%), health and social work with
47 vacancies (12%), transport and communications
with 42 vacancies (11%) and non-governmental
agencies with 38 vacancies (10%). The remaining nine
sectors contributed a total of 106 vacancies (28%)™.

Energy

Units of electricity generated by the Solomon Islands
Electricity Authority (SIEA) increased by 7% to
20,378 Megawatt hour (MWh) in September from
19,105 MWHh in the June quarter. As a result, the total
electricity generated to September stood at 59,792
MWh, 7% above the same period a year ago.

Units of electricity sold remained unchanged for the
third consecutive quarter at 15,386 MWh, though
a marginal increase of 0.3% over the previous
quarter. This was driven by an increase in sales to
the commercial category that slightly outweighed
the falls in sales to the broad categories of domestic,
government, and ‘other’. As shown in Figure 5.9,
sales to the commercial category increased by 5%
in the third quarter to 9,559 MWh, whilst units sold
to government, domestic, and the ‘other” categories
on the other hand, declined by 0.5%, 9%, and 18% to
2,406 MWHh, 3,237 MWh and 184 MWHh respectively
during the quarter.

Compared to the corresponding quarter in 2012,
the total units of electricity sold was 19% higher.
This resulted from electricity sold to the domestic
and government categories which increased by 26%

13. SINPF Contributions.

14 .Financial Intermediation (6%), Wholesale and retail
(5%), Education (5%), other community social services (4%,
Manufacturing (3%), Agriculture (2%, Fishing (2%) Hotels #
restaurants (2%), and Electricity (1%).

and 3%, respectively. On the downside, sales to the
other category declined by 7% over the same period.
Compared against year-to-September of the previous
year, total units of electricity sold grew by 11%.

Figure 5.8 Units of Electricity Generated and Sold
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Unsold units rose by 33% this quarter to 4,991 MWh,
following a 22% fall in the previous quarter. As a
result, the ratio of unsold units to generated units
reversed the downward trend in the preceding three
quarters to reach 24%, up from 20% in the previous
quarter.

Foreign Investment

Approved applications for foreign direct investment
increased by 18% from 49 applications to 58
applications in the third quarter, equalling the highest
number of applications reached at the beginning
of 2012. The increase in the number of applications
during the quarter was due to an increase in
applications for mining, tourism, construction and
other services, which outweighed the declines in
applications for agriculture, wholesale, transport
and communications.

In terms of applications by sector, other services
dominated by 17 applications, followed by wholesale
and retail with 13 applications, mining 8 applications,
tourism and construction each with 5 applications,
fisheries 4 applications, forestry with 3 applications,
transport and communications with 2 applications
whilst the agriculture sector fetched only 1
application. Meanwhile, manufacturing, consultancy
and electrical services received no applications in the
third quarter.
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Distribution by province' showed that 53 applications
were registered to operate in Honiara, 23 applications
for Guadalcanal, Western with 20 applications and
Makira with 15 applications while the remaining
provinces recorded 14 applications each.

Despite the increase in total applications, total value
of investment was 19% lower than the previous
quarter, although estimated export value was 4%
higher compared to the preceding quarter. Total
applications to September also fell short by 6% to 130
applications compared to 139 applications in 2012.

Manufacturing

Manufacturing activities improved further with
the manufacturing index, measured by the CBSI
manufacturing index', registering an increase of
25% to 281 points from a revised 4% growth in the
previous quarter. The rise reflected improvements in
most of the major manufacturing activities namely
biscuit production, soft drinks, alcohol and cannery
operations all rising during the quarter.

a N

Figure 5.9 CBSI Manufacturing Index
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As aresult, both the manufactured products destined
for exports and domestic purposes witnessed growth
over the third quarter. Fish cannery operations
performed remarkably well in the third quarter with
production in domestic consumed items rising by 4%
whilst production for export surged by 48%.

15. Foreign investors indicated in their applications that
they will operate in more that one procince. Therefore , the
provincial distribution will be greater than the 58 foreign
investments applications that were recorded in the quarter.
16. CBSI Manufaturing index represents both domestic and
exported goods.

Following a 7% decline seen in the previous quarter,
alcohol and soft drink production increased this
quarter by 12%. In addition, biscuit production
improved this period by 18%. Conversely, output for
tobacco and cigarette fell by 5% from a marginal 0.4%
growth recorded last quarter.

Compared to the same quarter in 2012, year-on-year
overall manufacturing index observed a 43% rise,
which is attributed to the 116% surge in production
for exports in the third quarter combined with a
9% increase in manufactured items for domestic
consumption.

Inflation and Honiara Fuel Prices

The headline inflation for September” reverted to
6.3% from 5.2% recorded at the end of the previous
quarter (see Figure 5.10). The acceleration was driven
by an increase in the indices across each of the seven
categories compared to June, with the exception of
recreation and health services, which registered
a 1.5% fall in the index. Of the headline inflation
rate recorded for September, food accounted for
2.7%, followed by housing and utilities with 1.4%,
transport and communications with 0.9%, recreation
and health services with 0.4%, drinks and tobacco
and household operations both contributed 0.3%,
clothing and footwear with 0.2% and miscellaneous
representing 0.1% (see Figure 5.11). Compared
to the previous quarter, food, housing utilities,
transport and communications and recreation and
health services components contributed more to the
headline inflation rate for September. Meanwhile,
drinks and tobacco, clothing and footwear, and
miscellaneous remained unchanged at 0.3%, 0.2%
and 0.1%, respectively.

In terms of sources of inflation, imported inflation
for September slightly rose to 1.5% from 1.4% at
the end of the second quarter driven by slight
increase in clothing and footwear and transport and
communications. From the overall imported inflation
rate, the largest contribution came from food, which
accounted for 0.7%, followed by housing and utilities
and transport and communications, each accounting
for 0.2% whilst 0.1% each for the remaining categories.

17. Measured by three months moving average (3mma)
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Figure 5.10 Honiara Retail Price Index (3mma)
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Domestic inflation rose to 9.6% from a revised 7.8 % in
June. All categories registered an increase compared
to the end of June quarter with the exception of
household operations and recreation and health
services showing slight declines whilst clothing and
footwear, and housing utilities remained unchanged.
Of the overall domestic CPI, food category accounted
for 3.8%, compared to 3.1% at the end of the previous
quarter, followed by housing and utilities, which rose
from 2.2% to 2.8%, transport and communications,
which increased to 1.4% from 1.1%, drinks and
tobacco slightly rose from 0.6% to 0.7%, recreational
and health at 0.6%, whilst household operations and
clothing and footwear each contributed 0.2%.
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Figure 5.11 Inflation Contributions by Components
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Honiara retail fuel prices further declined during
the quarter by 3% to an average of $11.13 per litre
from $11.49 per litre in the June quarter. This was
due to slight falls across all fuel categories. Kerosene
dropped by 71 cents (6%) to $11.48 per litre, petrol
prices eased slightly by 21 cents (2%) to $10.91 per
litre, whilst diesel slid by 14 cents (1%) to $11.01 per
litre. Compared to the same period a year ago, the
average Honiara retail fuel price was 1% lower than
in 2012.
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